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KEY ECONOMIC INDICATORS -- HUNGARY 


Percentage Change Compared to Previous Year 


item 1973 1975 
Industrial Output +70 ; +48 
Agricultural Output +6.7 : +1.3 
Real Per Capita Income +5.0 <i +4 .0 
Official Consumer Price Index +3.3 é +3.8 


Item 1973 1975 

National Income (NMP, current 360 ; 402 
prices; bill. Fts.) 

Investments (current prices; bill. 108 141 
Fts.) 

Average Industrial Monthly Wages, ‘ 2870 . 6% 
State Sector (Fts.) 


Coal Production (mill. tons) ; ; , . 6% 
Crude 01] Production (mill. tons) ’ d j ‘ .0% 
Crude Oi] Imports (mill. tons) : ‘ ; ; 5% 
Natural Gas Production (bill. tons) ; : a : 0% 
Natural Gas Imports (bill. tons) ‘ ; ; 4 .0% 
Bauxite Exports (thous. tons) ; 9% 
Wheat Exports (thous. tons) : 3% 
Corn Exports (thous. tons) ; 4% 
Meat for Slaughter, Exports (Beef, ; .6% 
Pork and Sheep; thous. tons) 
lron Ore Imports (mill. tons) ; ; ; ; 9% 
Stock of Automobiles (thousands) : 6% 


Population (millions) : ‘ ‘ 10. 6% 
Tourists Visiting Hungary (mill.)+ ; . . 5. 4% 


Ruble Exports (mill. rubles FOB) 1987 2083 ; 2539 9% 

Ruble Imports (mill. rubles FOB) 1663 1951 : 2859 5% 

Ruble Trade Balance +281 +83 : -373 4% 
(mill. ruble CIF) 


Convertible Currency Exports 182] 2227 : 2304 +3.5% 
(mill. $ FOB) 
Convertible Currency Imports 1640 2701 +64. 7% 2712 +0. 4% 
(mill. $ FOB) 
Convertible Currency Trade Balance +108 -582 -638.9% -531 +8. 8% 
(mill. $ CIF) 
*U.S. Exports to Hungary (mill. $) 33 56 +69.7% 76 +35.7% 
*U.S. Imports from Hungary (mill. $) 16 75# +h68.7% 36 -52.0% 
U.S. Trade Balance with Hungary +17 -19 -211.8% +h0 +310.5% 
mill. $) 
SOURCES: Hungarian Statistical Office; *U.S. Department of Commerce; #Includes 
one-time export of gold coins; FTS = Forints; NMP = Net National Product; 
+24 hours or more. 





SUMMARY 


Outside economic forces have impacted very unfavorably on Hungary, a country 
highly dependent on foreign trade. Planners have not neglected the nation's 
traditional role as an agricultural supplier, and grains and meat, while not 
trouble free, will provide much of the impetus for the 1976-1980 Five-Year 
Plan. An all-encompassing effort is now underway to transform and modernize 
industry to enable it to produce goods more competitive abroad. The large 
trade deficits of the past few years will improve in 1976, but continued 
betterment depends on the completion of investments in progress, higher labor 
productivity and on Western European economic recovery. Trade with the U.S. 
suffers to some extent from the lack of Most Favored Nation status, and agri- 
cultural items continue to offer the best export opportunities. But U.S. 
technology is required if Hungary is to modernize its capital structure, and 
U.S. firms should be aware of this market, which is small but in some cases 
(due to Hungarian exports) important. Increasingly, non-traditional methods 
of doing business -- such as industrial cooperation agreements -- will be 
necessary. As always, patience and careful development of contacts will be 
required. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Overview 


Although among the Eastern European socialist states Hungary ranks statisti- 
cally behind the German Democratic Republic and Czechoslovakia in per capita 
income, its quality of life and the relative availability of consumer goods 
are readily apparent. Much of the country's recent progress stems from 
economic reform measures introduced officially in 1968. Hungary's leaders, 
recognizing the country's historical role as an agricultural supplier, have 
also attempted to capitalize on this strength. Internal inefficiences endemic 
to centrally-planned economies persist, and Hungary has a relatively 

poor raw materials base. Consequently, it must depend almost entirely on 
increased labor productivity for economic progress. Also serious are the 
exogenous problems caused by Western ''stagflation'' and economic uncertain- 
ties, and higher raw materials prices in Hungary's trade with other members 
of the Council for Mutual Economic Assistance (CEMA). In an economy so 


To convert forints into convertible currency or rubles, statistically or 
in practice, three rates were formerly used. The devisa forint was used 
until January 1, 1976 for foreign trade statistics only; the rate at the 
end of 1975 was $1 = 8.51 forints, 1 ruble = 13.04 forints. In 1976 this 
concept was dropped, and foreign trade data began to be reported at the 
"commercial'' or foreign trade multiplier rate. This is the rate at which 
Hungarian firms obtain foreign currency for purchases abroad or are 
reimbursed for convertible currency or ruble sales; in mid-1976 this rate 
was about $1] = 41.70 forints. The ''non-commercial'' or tourist rate was 
about $1] = 20.85 forints. 





dependent upon foreign trade (by some calculations 40% of gross national 
product), Hungary's planners simply have not been able to isolate the 
country from these external effects, and are thus devoting a higher and 
higher portion of somewhat limited resources to making Hungarian goods 
competitive in foreign markets, both East and West. 


Agriculture 


Hungary was a net exporter of grains in 1975, despite flood damage which 
reduced the wheat crop by about 20%, to four million tons. Corn pro- 
duction was up 14% to 7.0 million tons, however, and grain prospects 

for 1976 are favorable. Hungary continues to seek the latest technology 
(primarily American) to raise yields. In addition to the weather, which 
also limited vegetable and fruit output, agricultural production was 
plagued by the lack of sufficient modern machinery, despite production 
under a cooperation arrangement with a U.S. firm of limited quantities of 
large articulated tractors. Hungarian leaders have also noted the need 
for more precise application methods for herbicides and pesticides. 

Thus agricultural progress continues, but at a much slower pace than in 
the early 1970's. Officials are hoping for a 4% growth rate in 1976, 

an attainable goal if excellent weather conditions prevail. 


The European Community ban still affects beef exports, but the USSR con- 
tinued in 1975 to buy substantial quantities of Hungarian beef. Lamb 
and pork production was also good. By the end of 1975, however, pig and 


cattle stocks were down, due largely to internal policies and Hungary is 
experiencing problems in 1976 in pork supplies and milk yields. Using 
very up-to-date technology Hungary's role is increasing as a major sup- 
plier of poultry and eggs to the Middle East, Western Europe and CEMA. 
In 1975 the volume of slaughtered poultry exports rose 16%, egg ship- 
ments 23%. 


Industry and Construction 


Led by machine tools (+10%) and chemicals (+8%), the rise in industrial 
output slowed considerably in 1975 to 4.8%, as the industrial share of 

GNP reached 45% of total output. Hungary's antiquated and relatively 
inefficient construction sector has been a perennial drag on investment 
completion, but the stock of incomplete investments was up only 3.9% at 
year end, compared to considerably higher rates in the first part of the 
1971-1975 Five-Year Plan. Excessive inventory accumulation during the 
year slowed somewhat to 6.5%. The size of the productive industrial 

labor force actually declined, and future growth will be for all practical 
purposes nil. Some specific industries -- pharmaceuticals, buses, vehicle 
parts -- continue to make very satisfactory progress, but it will be 

many years before Hungary overcomes its most serious handicap: the age 
of its capital plant and equipment. 





As the country enters the 1976-1980 Five Year Plan the rate of growth in 
new investments should slow, and where possible planners are emphasizing 
the completion of projects already begun and the modernization of existing 
facilities. Planned targets for 1976 include a growth in industrial 
production of 6% and in consumption of 4%. A 4.5% drop in the agricultural 
processing sector, due largely to problems in the pork industry, slowed 
industrial growth in the first quarter of 1976 to 4.7%. 


To rationalize prices somewhat and expose decision-makers to the outside 
economic forces which so significantly affect Hungary, producer prices 
will increase about 7.5%, and consumer prices 4.5%. These measures should 
drastically cut budget subsidies, but the net result wil] be a slowdown 

in the growth in real per capita income to 3%. Plans to use resources 
more intensively are reflected in steps being taken for the recovery of 
more natural gas and marginal crude, for more intensive exploitation and 
processing of bauxite and for the mining of hitherto untapped copper 
deposits. Industrial growth in 1976 will continue to be led by chemicals 
and machine tools, and the proceeds on one sizable hard currency borrowing 
are slated solely for the modernization of the machine tool industry. 


Foreign Trade and Tourism 


About two-thirds of Hungary's foreign trade is with fellow CEMA member 
states, and historically Hungary has run a surplus with these partners. 
But in 1975 adjustments to the inter-CEMA pricing structure were in 
effect for the whole year. These prices are based on (but lag) those in 
Western markets, and thus raw material costs (led by crude oil) showed 
the largest increases. Hungary's trade structure is such that the price 
of a large share of its imports -- energy, iron ore, cellulose, for 
example -- rose more rapidly than export prices and this decline in its 
terms of trade (8.8%) with CEMA countries led to a 373 million ruble loss 
in 1975. The overwhelming portion of this deficit was with the USSR, 
which accounts for 37% of Hungary's trade. 


Hungary suffered a severe ''terms of trade'' loss with the West in 1974; 
in 1975 the deterioration vis-a-vis the West slowed somewhat, to 7%. 
While trade losses with the West were offset somewhat by convertible 
currency surpluses with CEMA states, Hungary still suffered a hard cur- 
rency deficit of about $53] million, a slight improvement over 1974's 
$582 million loss. The Federal Republic of Germany, Hungary's main 
western trading partner, accounted for about one-third of the 1975 
deficit. 


Although Hungarian authorities are seeking by every means possible to 
overcome trade deficits through modernization and sales promotion, in 
order to significantly improve its posture Hungary must complete 





investments already in progress and rely on the economic recovery of its 
main western trading partners: Germany, Italy and Austria. The unpala- 
table alternative is to decrease imports of needed western equipment and 
technology, a step which so far Hungary is attempting to avoid. During 
the first three months of 1976 the trade picture improved somewhat, com- 
pared with unusually unfavorable results in the similar 1975 period, and 
the ruble and dollar deficits should be cut significantly for the year 
as a whole. 


In addition to distance and historical trading patterns, trade with the 
U.S. is hampered by the lack of Most Favored Nation status (MFN). Nearly 
half of U.S. exports ($76 million) in 1975 consisted of food and live 
animals, primarily soybean cake and meal and dairy cattle for breeding. 
Hungary in turn shipped $36 million in goods to the U.S., the majority 

of which consisted of canned hams and pig iron (both of which are un- 
affected by the lack of MFN), and to a lesser extent vehicle parts and 
light bulbs. 


Amazingly, 9.4 million people entered Hungary (population 10.6 million) 
in 1975, and five million of them remained over 24 hours; 70% of these 
were from socialist countries. In 1975 tourism brought in about 166 
million rubles and $97 million. Although tourism is expected to in- 
crease about 5-8% annually over the next few years, only one major hotel 


is scheduled for completion in the near future and a serious lack of 
accommodations will inhibit tourism growth. 


1976-1980 Five-Year Plan 


The problems and plans discussed earlier in this report are reflected in 
Hungary's Fifth Five-Year Plan. Through CEMA cooperation, an intensive 
drive for exports and improved efficiency Hungarian authorities hope to 
transform the production structure, relying in the final analysis on 
increased labor productivity. The cost to a large extent will be borne 
by reduced growth in consumer income. 


The emphasis on developing raw materials resources has already been 
noted. Of the total 870 billion forints slated for state investments 
(about 60% of all investments envisaged under the plan), Hungary has 
allocated 20% to develop energy resources and 40% to strengthen industry, 
especially chemicals and food processing. Officials estimate that 6% of 
the total state investments will be required for ''turn-key'' plants, 63% 
for machinery and equipment and 21% for spare parts. Some rough esti- 
mates of the annual imports required: electronic components and equip- 
ment, $80-100 million; agricultural machinery, $40-50 million; instru- 
mentation, $40-50 million; machine tools, $30-35 million; chemical 
industry equipment, $25-30 million. 





Hungary will emphasize modernization of the machine too] and cable indus- 
tries; pharmaceuticals; the production of electronic equipment for tele- 
communications, further modernization of the leather industry, including 
shoe machinery; and development of petrochemicals. In the food processing 
industry the dairy sector alone will invest 3.6 billion forints, and the 
manufacture of processed cheese and apple powder are planned. To modernize 
agriculture, large-scale harvesters, more precise applicators for pesti- 
cides and herbicides and agricultural implements will be needed. 


IMPLICATIONS FOR THE U.S. 


Business Prospects 


Some western observers, noting the significant drop in Hungarian first 
quarter 1976 imports, have concluded that Hungarian authorities have made 

a conscious decision to restrict severely imports from the West. This is 
an oversimplification; first quarter imports in 1975 were abnormally large 
for several reasons, and Hungary's terms of trade have become much more 
favorable. The need for American technology continues, and where necessary 
Hungary wil] obtain it, either directly or through European subsidiaries 

of U.S. firms. 


Although both sides are actively seeking more possibilities, it is doubtful 
whether trade will increase materially, due partially to the lack of MFN. 
In 1976 agricultural products and high-technology items will continue to 
account for the bulk of U.S. exports. Increased competitiveness of 
Brazilian soybean products will probably reduce U.S. exports of cake and 
meal, and there are indications of a temporary slowdown in Hungarian im- 
ports of U.S. dairy breeding stock, as experts evaluate the progress of 
this program. The sales potential for agricultural machinery is promising, 
specifically for implements, large-scale harvesters and sophisticated 
machinery with which to apply chemicals. 


Dairy and meat-processing equipment, corn-sugar refining, fruit drying 
and processing all offer opportunities. Hungary's chemical industry 
(especially petrochemicals) is growing, and many major projects are 
already underway, but companies with new processes and sophisticated 
instrumentation should still find possibilities. Cooperation with U.S. 
firms in the field of pharmaceuticals is desired, and American companies 
have recently been successful] in ventures involving medica] equipment. 
Modernization of the machine tool, bus and vehicle parts industries wil] 
create demand for U.S. technology and equipment, and American computers, 
computer peripheral equipment and modern electronics technology (semi- 
conductors) continue to be competitive. Hungary recently concluded an 
arrangement for import of a substantia] volume of U.S. shoe machinery. 





Although Hungary has suffered two years of conyertible currency trade 
deficits, the consensus is that with continued prudence, some degree of 
luck in agriculture, and economic recovery in Western Europe it should 
be able to finance needed hard currency imports through export sales and 
borrowings in Western markets. 


Doing Business in Hungary 


New-to-market firms should bring patience and expect delays in having their 
products and companies accepted. In general, as with most businessmen, 
Hungarians prefer to deal with familiar firms and faces. As those respon- 
sible for foreign trade decisions sharpen their pencils to whittle the 
foreign trade deficit, ''cooperation'' transactions are becoming more and 
more popular. U.S. firms should be prepared to explore new ways of doing 
business beyond traditional buying and selling, barter, and single-shot 
commission work. As defined by Hungarians, cooperation includes (but is 
not limited to): long-term contracts for commission work; joint manu- 
facture of parts or products; joint sales in third markets; joint research 
and development; and the provision by one partner of machinery and tech- 
nology in return for production and raw material inputs. The one essen- 
tial element is collaboration for a long period of time, in which both 
parties undertake obligations. 


To explore any of these subjects in detail] American businessmen are urged 


to contact the U.S. Department of Commerce, any of its field offices, or 
when in Budapest the U.S. Embassy. 
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additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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